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Chapter 10:  Findings 
 
 

10.a  Return on Investment: 
Since 1989, the department has purchased three categories of replacement trust lands, 
forest lands, agricultural lands, and commercial properties.  The weighted average 
projected total real return on these acquisitions is 6.7 percent while the nominal return on 
the permanent fund since 1989 is 6.8 percent.  Two adjustments are required before these 
two returns can be compared. 
 
First, the total real return on the acquisition of replacement property of 6.7 percent needs 
to be reduced by the management fund deduction of 25 percent; this results in a net real 
return to beneficiaries of 5.0 percent42. 
 
Second, to make the nominal return to beneficiaries on the permanent fund comparable to 
the real return on replacement properties, the return on the permanent fund needs to be 
adjusted for the loss in purchasing power on the permanent fund due to inflation.  The 
loss in purchasing power on the permanent fund since 1989 averaged 3.1 percent per 
year, this results in an average net real return to beneficiaries on investment in the 
permanent funds of 3.7 percent.   
 
The projected real return to beneficiaries from purchase of replacement trust properties 
since 1989 of 5.0 percent is 32 percent greater than the comparable real return to 
beneficiaries from the permanent fund of 3.7 during the period. 
 
 

10.b  Appreciation and Long-term Revenue: 
One important difference between these two alternative investments is that the 
beneficiary receives all of the coupon return on the permanent fund as it is earned.  The 
real value in purchasing power terms of the corpus of the permanent fund is reduced over 
time by inflation, while land values increase with inflation.  The appreciation in 
replacement land value accrues to the value of the asset and is realized by the beneficiary 
through higher rents and/or higher prices for the sale of the assets over time.  Thus while 
the permanent fund may result in a higher dollar return to beneficiaries in the short run, 

                                                 
42 6.7% times (1-25%) is equal to 5.0%. 
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investment in replacement property is expected to result in greater long term revenues to 
the beneficiaries. 
 
 
 

10.c  Diversification: 
Over half of the replacement property purchased has been non-forest lands.  Asset value 
diversification has resulted in the growth of lease revenues from irrigated agriculture and 
commercial real estate.  Revenues from irrigated agriculture leases have increased from 
$1.5 million in 1989 to more than $2.7 million in 2002, an 80 percent increase.  Revenue 
from commercial real estate increased from $0.9 million in 1989 to $4.5 million in 2002, 
a five-fold increase.  While irrigated agricultural and commercial real estate holdings 
represent a small percent of the land assets portfolio, these data show the positive effect 
of asset value diversification on sustainable revenue. 
 
 

10.d  Other Benefits: 
In addition to providing a better return on investment, greater long-term revenue to 
beneficiaries, and diversification of the trust asset base, the purchase of replacement 
property allows the department to meet other legislative objectives given to the 
department.  By purchasing replacement property the department is better able to 
maintain the publicly owned land base and the publicly owned forest land base, and to 
maintain the sustainable harvest of timber from department-managed lands.   
 
By purchasing replacement trust property the department is able to provide multiple use 
benefits that are consistent with providing revenue to trust beneficiaries.  A number of 
studies have shown that the social, environmental, and economic benefits from trust lands 
are of great value to the citizens of Washington State.  Without the purchase of 
replacement property these benefits would diminish over time. 
 
 


	Chapter 1: Executive Summary
	1.a  Legislative Directive:
	1.b  Background:
	1.c  Activity since 1989:
	1.d  Return on Investment:
	1.e  Appreciation and Long-term Revenue:
	1.f  Diversification:
	1.g  Other Benefits:
	1.h Recommendations

	Chapter 2: Introduction
	Chapter 3:  History of Land Disposal and Relocation Activities
	3.a  Exchanges:
	3.b  Land Bank:
	3.c  Trust Land Transfer:
	3.d  Direct Transfers and Real Property Replacement:
	3.e  Trust Property Replacement:
	
	
	
	Grant
	Millions of Dollars
	Percent of Total







	Chapter 4:  Revenue to Beneficiaries
	Chapter 5:  Returns on Alternative Investments
	5.a  Forest Land Acquisitions:
	5.b  Agricultural Land Acquisitions:
	5.c  Commercial Properties Acquisitions:
	5.d  Permanent Fund Investments:

	Chapter 6:  Comparison of Returns
	Chapter 7:  Risk
	7.a  Trust Management and Risk:
	7.b  Unique Risk vs. Asset Class Risk:
	7.c  Minimizing Risk through Diversification:
	7.d  Measuring Risk and Asset Correlation:

	Chapter 8:  Costs and Benefits Over Time
	Chapter 9:  Other Benefits
	Chapter 10:  Findings
	10.a  Return on Investment:
	10.b  Appreciation and Long-term Revenue:
	10.c  Diversification:
	10.d  Other Benefits:

	Chapter 11:  RECOMMENDATIONS
	Acknowledgements two.pdf
	Acknowledgements
	
	
	
	Board of Natural Resources


	Executive Management
	Office of Budget and Economics
	Bob Van Schoorl, Director
	Product Sales and Leasing





	appindix B Path of Revenues l.pdf
	Table B-1:Common School TrustPath of RevenueOriginal 2.4 Million AcresCurrent 1.7 Million Acres
	Table B-5:University Trust LandsPath of Revenue
	Table B-3: Agricultural School Trust Lands (WSU) Path of RevenueOriginal Acres 90,000Current Acres 70,738
	Table B-2: Scientific School Trust Lands (WSU) Path of RevenueOriginal Acres 100,000Current Acres 80,428
	Table B-4: Normal School Trust Lands Path of Revenue(E.W.U., C.W.U., W.W.U., & T.E.S.C.)Original Acres 100,000Current Acre
	Table B-7: Capitol Grant Trust Lands Path of RevenueOriginal Acres 132,000Current Acres 108,981
	Table B-6: Charitable, Educational, Penal and Reformatory Institutions Trust LandsPath of RevenueOriginal Acres 200,000Cur




